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Septembber 21, 2006

Independent Auditors' Report

Superiniendent and

Board of Education

Beaver Island Community Schoo!
Beaver lsland, Michigan

We have audited the accompanying financial stalements of the governmental activities, each major
fund, and the aggregate remaining fund information of Beaver Island Community School, as of and for
the year ended June 30, 2004, which collectively comprise the School District's basic financial
statements os listed in the table of contents. These finoncidl stafements are the responsibility of the
Schoel's management. Our responsibility is to express opinions on these financial statements based on
our audit.

We conducted our qudil in accordance with audiling standards generally accepted in the United
Stotes of Americo ond the standards applicable to finoncicl audits contained in Government Auditing
Stondards, issued by the Comptroller General of the United Staies. Those standards require that we
plan and perform the qudit o obiain reascnable assurance about whether the financial siafements
are free of moterial misstatement. An audii includes examining, on a test basis, evidence supporting
the amounts and disclosures in the finoncial statements.  An oudit also includes assessing the
accounting principles used and significant estimates made by management, aswell as evaluating the
overdll financial statement presentation. We believe thot our audit provides a reasonable basis for our
OopINICns.

In our cpinion, the financial statements referred 1o above present fairly, in all material respects, the
respective financial posiiion of the governmental activities, each maijor fund. and the aggregote
remaining fund information of Beaverlstand Community School, as of June 30, 2004, and the respeciive
changes in financial position, thereof for the year then ended, in conformity with accounting principles
generally accepled in the United Stotes of America.

In accordance with Government Audifing Stondards, we have also issued our report dated September
21, 2006, on our consideration of Beaver sland Community School's internal conirol over financial
reporing and on our fests of its compliance with certain provisions of laws, regulations, contracts, and
grant, agreements and other matters. The purpose of that report is to describe the scope of our testing
of intemal conirol over financial reporfing and compliance and the results of that festing, and noi to
provide on opinion on the internal control over financiat reporting or on compliance. That report is on
integral part of on audit performed in accordance with Government Auditing Standords and should
be considered in ossessing the results of ocur audit.

923 Spning Street + PO, Box 695 « Petoskey, ML 49770 + 231-347-4136 « Fax: 231-347-4147 E-mail: staffname@hs-co.com



RBeover island Community Schoot
Beaver island, Michigan

The management's discussion and andlysis and the budgetary comparison information are not o
required part of the basic financial statements bul are supplementary information required by
accouniing principles generally accepted in the United Stales of America. We have applied certain
imited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentotion of the required supplementary information. However, we did not audit
the information and express no oginion on i,

Cur audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Beaver island Community School's basic financial statements. The
accompanying other supplemental informationis presented for purposes of additional anailysis and is
not a required part of the basic finoncial stalements, Such information has been subjected 1o the
auditing procedures applied in the cudit of the basic financial statements and. in our opinion, is fairly
stated in off material respecis in relation 1o the basic financial statements taken as a whole.

\{&QM AQ&

CERTIFIED PUBLIC ACCOUNTANTS
Petoskey, Michigan



Beaver Isiand Community School
37895 King's Highway

Beaver Island Mi 49782
31.448.2744 phone 231.448.2919 fax

info@beaverisiand.kiZ.mi.us
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Management's Discussion and Analysis

Overview of the Basic Financial Statements

Beaver slond Community School's, {the “School's"} basic finoncial statements include
government-wide statements, fund financial statemenis and notes fo the financiol
statements. This report olso contains required and other supplemental informalion in
addition to the basic financial siatements.

Government-wide Financial Statements

The government-wide financial staiements report information on all of the School's
nonfiduciary funds. The government-wide statements are designed o provide readers
with o troad overview of the School's finances, in @ manner similar 1o a private-sector
busingss.

The Statement of Net Assets disglays all of the 3chool's ossefs and hiabilities, with the
difference reported as net assets. Al long-term assefs and debt obligations are
presenied.

The Statement of Activities focuses on the gross and net cost of the various functions
within the School {instruction, support services, etc.). which are supporied by the School's
generol revenues (property faxes, unrestricted state aid, eic.).

fund Financial Statements

The fund financial statemenis report on the governmental funds, with an emphasis on
major funds. Major funds are determined by the level of activity within the various funds.
The focus of the fund financial statements is on the sources and uses of funds during the
current year,

The fiduciary fund is aisc presented: separate from the governmenial funds, due to fthe
fact thot these assets do nol represent assets of the School. These ossels are not
presented as part of fhe Government-wide financial statements.

Beaver lsland Community School maintains five individual governmental funds.
information is presented separalely in the governmenial fund balance sheel and the
governmenial fund statement of revenues, expenditures ond changes in fund balances
for the generol fund, which is considered o major fund. Dalc from the ofher four
governmental lunds are combined into ¢ single, nonmajor governmental funds column,
individuat fund data for each of these nonmajor governmental funds is provided in the
formm of combining statements in the Cther Supplemental information section of the
report.

Board of Education Members; Barbara Schwartzfisher, President; Sharon Nix, Vice President; Linda McDonough,
Treasurer; Nancy Tritsch, Secretary; Trustees, John Fiegen, Dawn Marsh and Brian Cole.
Superintendent/Principal: Kathleen McNamara, kittvm @beaverisland.k12. mi.us
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Nofes to the Financial Sfatements

The notes provide additional information which is essential 1o o full understanding of the
data provided in the government-wide and fund financial statements.

Government-wide Financial Analysis
The table below summarizes the District's net assels as of June 30, 2004:

Beaver Island Community School's Net Assets
June 30, 2006 and 2005

2006 2005
Assets
Current and other assets ;3 287,677 % 429 887
Coaopitol assets - net of accum. dep. 1,139.010 1.0%0.884
Total ossets 1,426,687 1,520,771
Lliabillties
Current ligbilities 330.070 403,417
Nencurrept ligbilities - 170,696
Total habilities 330,570 3574113
Net Assets
Invesiment in capital assets, net of related debt 986,280 B0, 424
Restricted 9,920 16,998
Unrestricted 100,417 129,236
Total net assets % 1,096,617 $ G44,658

At the end of the fiscal year, Beaver tsland Community Scheol is able fo report posilive
balances in all ihree categories of net assets. The largest portion of the School's net
assefs is ifs invesiment in capita! assets {land, construciion in progress, buildings,
equipment ond vehicles); fess ony related debt used 1o acquire those assets that is sfill
cutstanding. The Schoot! uses these caopital assels in providing educational services;
consequently, these asseis are not available for fulure spending.

The second poriion of net assets, restricted net assels, represents resources that are
subject to external restrictions on how they may be used, This would include restrictions
for debt service ond capital projects expenses,

The remaining portion of net assets, unrestricied net assels. may be used at the Schoal's
discretion 1o meet ongoing obligations.



The results for the School as a whole are reported in the Statemant of Activities, which is
summarized below:

Beaver Island Community Schooi's Change in Net Assets
Years Ended June 30, 2004 and 2005

2004 2008
Revenue
Program revenue:
Charges for services $ 4,194 3 7,320
Grants and coniributions 243,414 248,208
General revenue:
Properny taxes 1,344,275 1,265,940
State aid, unrestricted 115,607 132,604
interest and investment egmings 8,251 4,662
Other 23,037 7.720
Totalrevenues 1,738,778 1,667,154
function/Program Expenses
insfruction 840,711 876,567
Support services 646,821 517,115
Food services 24,221 27,071
Athletics 24,652 23,257
Community services - 20
Inferest/fees onlong-term debd 16,436 22,133
Depreciaiion {unaliocated) 35978 26,218
Total expenses 1,588,819 1,452,391
Change in net assets 149,959 174,763
Net assets - beginning of year 946,658 771,895
Net assets - end of year $ 1,096,617 $ 944,658

As reported obove, the School recorded 31,588,819 of expenses. The majority of the
School's aclivities were funded by property taxes, grants and contributions. However,
the state approved addifional funding tast year for “isolated Distncts” which significantly
increased state funding for the School.

The Schoo!l experienced on increase In net assets primarily due to the retrement of
$155,696 in debt ond 384,104 in copital oullays exceeding the depreciation of assets of
$35,978. In the fund financial statements these debt and capital ouliay payments
represent expenditures of available spendable resources, however in the government
wide statements as noted above they are not current expenses. Depreciction is used to
ratably expense these over the estimated fime o be benefited. Thot is why the fund
financial sigtements ndicate o $55.074 deficiency and the government wide statements
indicate an increase in net assets of $14%9.959%.
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Fund Financial Analysis

As of yeor-end, the governmental funds reported o combined fund balance of
opproximately $130,000, which is $55,000 less than the beginning of the year. The
decrease was mainly due to General Fund expenditures exceeding revenues. State and
Federal revenue sources were down from lost year, while health insuronce and
refirement costs continue 1o increase at rates greatfer than that of ordinary inflation.

General Fund Budgetary Highlights

Final budgeted revenues were up slightly from the original budgeted revenues. it
reflected more Jocal revenue and less stale revenue. Final budgeied expendilures were
aisc higher than onginally budgeted and reflected @ budget more in accordance with
the state mandaied chart of accounts.

Final actual revenues were very close to final budgeted amounts. Final actudl
expenditures were slightly over final budgeied omounts.

Capital Assets

At June 30, 2006 the School had $1,622,.704 invested in capital assets. The following table
summarizes the capital asset activity for the vear:

Beaver islund Community Schools Capital Asset Activity
Year Ended June 30, 2006

July 1, 2005 Additions Disposals June 30, 2006

Land and improvaments $ 92228 % - 3 - $ 92.228
Construclion in progress 3107 - 31.071 -
Buildings and improvements 1,397,779 103.675 - 1,501,454
Vehicles 17.522 - - 17,522
Equipment - 11,500 - 11,500

Totol copital assets 1,538,600 115,175 31.071 1.622,704

Less accum. depreciation 447 716 35,978 - 483,674

Net capital assets $ 1,090,884  § 79197 % 3to71 % 1139010

The majority of the capifal assets additions pertained o sinking fund expenditures,
including general building improvements. The School District aiso purchased a phone
system.



Debt Quistanding

At the end of the year, the School had $135,000 in tonds outstanding. Below is the debt
acilivity for the year:

Beaver island Community Schools' Debt Activity
Year Ended June 30, 2006

July 1, 2005 Additions Reductions  June 20, 2006

Bonds payable $ 255000 % - $ 120,000 % 135,000
Land confract 35,440 - V7,730 17.730
Early retirement incentives 35,932 - 17,966 17,966
3 326,392 % - $ 155,696 % 170,694

Economic Factors

While the population of Beaver Island is growing faster than the state, the school
enrollment is not growing. The istand's populalion is older than the state average with 55%
of the island's population 45 and oider. The median income of parents with children s
significantly lower than the state oaverage with most families reporfing in the low and
middie income groups. Most of the children in the district have two parents who work
and most parents work in jotos that do not require post secondary education. (Based on
summary of work by Betiie Landauve-mMenchik, Direcior. Data Services Unit, K-12
Cutreach, M5U).

The district recognizes that the student population is showing a downward trend and that
economic development which supports jobs that do require post secondary education is
essenfial to the confinued vilalify of the district. IF curent economic and population
trends continue, student enroliment will fall below 70,

Financial Contact
The Schoo!'s financiat statements are designed 1o present users with o general averview
of the District’s finances. Questions concerning any of the informatlion provided in this

report or requests for additional financial information should be directed towards the
Business Office, Beaver lslond Communily School.
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BEAVER ISLAND COMMUNITY SCHOOL
Statement of Net Asseis
June 30, 2004

Assetls

Current Assets
Cash
Due from other governmental units
Due from Fiduciary Fund
Prepoid expenses

Total cumrent asseis

Noncurrent Assets
Capital assets
Less: accumulated depreciation

Total noncurrent assets

Total assets

Ligbiililes and Net Assets

Current Liabilifies
Accounts payable
Payroll deductions and withholdings
Accrued expenses
Accrued interest payable
Solaries payable
Deferred revenue
Noncurent liobilities, due within one year

Total current liabilifies

Noncumrent Liabilities, Net of Current Porlion
Bonds payable
Land contract
Early retirement incentives

Total nencurreni liabilities
Totol liakilities

Net Assets
Investment in capital assets, net of related debt
Restricted for debft service
Restricied for capital projects
Unrestricted

Total net assets

Total liabkilifies and net assets

See accompanying notes to the basic financial siatements.

Govemmental
Activities

3 244115
27,119
5317
2,126

287,677

1,622,704
(483,654}

1,139.010

$ 1,424,687

$ 6.660
29.590

42,637

1,372

77,115

2,000

170.696

330,070

330,070

986,280
4,258
5,662

100.417

1.056.617

$ 1,424,687




Functions/Programs
Governmenial Activities:

instruction
Support services
Athletics
Food services
Community services
interest/fees on long-term delbst
Depreciation (unallocated)

Toial governmenial actlivities

BEAVER ISLAND COMMUNITY SCHOO!L
Statement of Aciivities
Year Ended June 30, 2006

Net Revenue
{Expense) and
Changes in Net

Program Revenues Assels
Operating
Charges for Grants ond Governmeanicl
Expenses Services Coniributions Activities
$ 840,711 $ - $ 110,968 3 {729,743}
646,821 - 111,655 {535,168)
24,652 - 6,500 {18,152}
24,221 4,194 14,291 [5.736)
16.436 - - {16,434}
35.978 - - {35.978)
) 1.588.819 3 4,194 $ 243,414 {1.341,211)
General revenues:
Taxes:
Property faxes, levied for general purposas 1.124.251
Property taxes, levied for debt services 134,991
Property taxes, levied for capital expendiiures 85.033
State aid, unrestricted 115,607
Interest and invesiment earmings 8.257
Other 23,037
Tolal general revenues 1,491,170
Change In net assefs 149,959
Net assefs - beginning of year 546,658
Net assets - end of year 3 1.096.617

See accomeanying notes 1o the basic financiol stalemenis. 4




BEAVER ISLAND COMMURNITY SCHOOL
Governmental Funds
Bafance Sheet
June 30, 2006

Other
Nonmajor
Governmental
General Funds Total
Assets
Cash $ 229,968 $ 16,147 $ 244115
Due from other funds 11,350 - 11,350
Due from other governmental units 26,958 16} 27,119
Prepaid expenses 9.126 - ?.124
Total assets $ 277.402 $ 16,308 3 293.710
Liabilities and Fund Balances
Liabilities:
Accounts payable $ 4,492 i) 168 $ 6,640
Due to other funds - 6,033 6,033
Payroll deductions and withholdings 29.590 - 29,590
Accrued expenses 42.637 - 42,637
Salaries poyable 77015 - 77,115
Deferred revenue 2,000 - 2.000
Total iabilifies 157,834 6,201 164,035
Fund Balances:
Reserved for prepaid expenses 9.126 - 8,126
Reserved for debt service - 4,258 4,258
Reserved for capital improvements - 5,662 5,662
Unreserved:

Undesignaied 110,442 187 110,629
Total tund balances 119,568 10107 129,675
Total ligbiities ond fund

balances 3 277.402 3 16,308 3 293,710

See accompanying notes o the basic financiol sialements. 5



BEAVER ISLAND COMMUNITY SCHOOL
Governmental Funds
Reconcliigtion of Balance Sheet of Governmental Funds to Net Asseis
June 30, 20046

Total Fund Balances - Governmental Funds

Amounfts reported for governmental activities in the staterment
oi net assetls are different because:

Caopital assels used in governmeantal activities are not financial
resources and are notf reperted in the governmental funds
balance sheet

Cost of capital assets
Accumulated depreciaiion

interest is accrued on outstanding bonds in governmental
aclivities, wheregs in governmental funds, an inferest

expenditure is reported when due

Long-term liabilities are not due ond payable in the current period
ond are not reported in the governmenial funds bolance sheet

Bonds payable
Land contract

Early refirement incentives

Total net assets - governmental activities

See aocompanying notes 1¢ 1he basic financicl siotements, )

$

129,675

1,622,704
[483,694)

(1.372)

(135,000}
(17,730}

[17.966)

$

1.0%6,617




BEAVER ISLAND COMMUNITY SCHOOL
Governmental Funds
Statement of Revenues, Expenditures and Changes In Fund Balances
Year Ended June 30, 2006

Other
Nonmajor
Governmenioi
Cenerdal Funds Total
Revenues
Local sources J 1,155,525 Y 231,597 ¥ 1,387,122
State sources 143,051 1,196 144,247
Federal sources 22819 13,095 35,914
Interdistrict and other sources 171,495 - 171,495
Total revenues 1.492,890 245,888 1,738,778
Expenditures
Current:
instruction 858,677 - 858,477
Support services 646,821 - 646,821
Athletics - 24,652 24,652
Food Service - 24,2213 24,22)
Community services - - -
Debt service:
Principal - 137,730 137,730
Inferast - 16,634 16,634
Other - 1.013 1.013
Copital outlay 11.500 72,604 84,104
Total expenditures 1,514,998 276,854 1,793,852
Excess {deficiency] of
revenues over expenditures . [24,108) [30,266) [55.074)
Other financing sources (uses)
Operatling transfers in - 22,240 22,240
Operating ironsfers oui (22,240} - (22,240
Total other financing
sources [uses) [22,240) 22.240 -
Net change in fund balances (46,348} [8,726) (55.074)
fund balances - beginning of year 165,916 18,833 184,749
Fund balances - end of year 3 119,548 3 10107 $ 129.673

See accompanying noles 10 the basic inancial statements. 7



BEAVER ISLAND COMMUNITY SCHOOL
Governmental Funds
Reconciliation of the Sigtement of Revenues, Expenditures
and Changes in Fund Balances of Governmental Funds
fo the Stafement of Activities
Year Ended June 30, 2006

Net Change in Fund Batances - Total Governmental Funds $

Amounts reported for governmental activilies in the statement
of net assets arg different because:

Capital ouligys are reporied in governmental funds as expenditures.
However, in the stafement of aclivilies, the cost of those assels is
afiocated over thelr estimated useful lives as depreciation expense:

Capital oullay
Depreciation expense

Repayrment of long-term debt is an expenditure in the governmenial
funds, but the repayments reduce long-term liabiiities in the
statement of net assels:

Bonds
Land contfract
Early refirernent incentives

interest onlong-term debt in the statement of activities differs
from the amouni reported in the governmenial funds because
interest is recognized as an expenditure in the funds when it is
due, and thus requires the use of current financial resources. In
the statement of aclivities, however, nterest expense is recognized

{55.074)

64,104
(35.978)

120,000
17,730
17.966

1.21)

as the interest accrues, regardiess of when i3 is due.

Change in net assets - governmental activities 3

149 959

See occompanying notes to the basic financiol siatements, 8



BEAVER ISLAND COMMUNITY SCHOOL
Fiduciary Fund
Statement of Fiduciary Net Assefs
June 30, 2004

Student
Activities
Agency Fund
Assets
Cash $ 31,724
Due from general fund -
Toial assets $ 31.724
Liabilities
Due to generol fund 3 5,317
Due to student groups . 26,407
N 31,724

See accompanying notes 1o the basic ingncial statements. ?



NOTE I:

BEAVER ISLAND COMMUNITY SCHOOL
NOTES TO FINANCIAL STATEMENTS
June 30, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Beaver Island Community School {the "School District) operates under o Board-
Superintendent form of government and provides education services to ifs residents. The
accounting policies of the School Disfrict conform fo accounfing principies generally
accepted in the United States of America (GAAP) as applicable to govemmeniol units. The
following is o summary of the significant policies used by the School District:

Repaorting Entity

The accompanying finoncial statements have been prepared in accordance with criteria
established by Governmenital Accounting Stondards Board Stafement {GASBS) No. 14 |and
amended by GASES No. 39). GASBS 14 stotes the primary basis for determining whether
oulside agencies and organizations shouid be considered component units of the School
District and included in the School District's finoncial statements is financial accountability.
Financial accountability hos been defined as follows: A primary government has substontive
authorify fo appoint @ voliing majority of the component unit’s board; the primary
government is either able fo impose its will on a component unit of there is a potential for
the companent unit 1o provide specilic financial burdens on the primary government: and
the component unif is fiscally dependent on the primary government, The School District has
no component unifs,

Basic Financial Siatements - Overview

The School District's basic financial statements include both government-wide (reporting the
School District as a wholel and fund financial statements {reporting the School District’s
major funds)]. Both the governmeni-wide and fund financiol statements categorize primary
activifies as either govermnmeniol or business-type. Governmental activities, which normaily
are supporled by taxes and intergovernmenial revenues, are reported separately from
business-type activities, which rely to a significant extent on fees ang charges for support.
Al of the School Disirict's activilies are considered governmenial activities.

Basic Financial Statements — Government-Wide Statemenfs

The govemment-wide fingncial stolements report information on alf of the nonfiduciary
aclivities of the primary government. These statements are reported using the economic
resources measurement focus and ihe full accrual basis of accounting. As a generat rule,
the effect of interfund activity has been efiminated from the government-wide linancial
stolements. The government-wide focus is more on operational efficiency. the susiainability
of the School District as an enfity and the change in the School District's net assets resulting
from the current year's aciivities.

In the government-wide Statement of Net Assets, the governmental activities column is
presented on @ consolidated basis. Due 10 the full accrual, economic resource oasis, ol
long-term assets ond receivabies, as well as long-term debt and obligaiions are recognized.
The School District's net asseis are reported in three parts ~invested in capital assels, net of
reloted debt: resiricied net assets; and unresiricted net assets. The Schoo! District first ulilizes
restricted resources 1o finance qualifying activities.

10



NOTE 1:

NOTES TO FINANCIAL STATEMENT - CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
Basic Financial Statements - Government-Wide Statements - Continved

The government-wide Statement of Activilies, due to the full accrugl, economic resource
bass, records revenue when iis earned and expenses when o liability is incured, regordless
of the timing of relofed cash flows. The Statement of Activities demonstrates ihe degree to
which the direci expenses of a given function ore offset by progrom revenues, Direct
expenses are those that are clearly idenfifiable with o specific function. Program revenue
includes {1} chorges to customers who purchose, use or directly benefit from goods, services,
or privileges provided by a given funclion and (2) gronts ond contnibulions that are restricted
o meeling the operafional or copital requirements of o parficular function. Taxes,
urrestricied State Aid and cther items not properly included among program revenues are
reported s general revenue. Any net costs, by funciion, are dllocated o the genera!
revenue.,

Basic Financial Statemenis — Fund Financilal Statements

The financial fransaciions of the School District are reported in individual funds in the fund
financial stotements. The operations of each fund ore accounted for with a separate set of
self-bolancing accounts that compnse its assels, liaoiliies, fund equity, revenues ond
expenditures. The emphasis in the fund financigl sictements is on the moijor funds in the
governmental aclivities category. GASBS No. 34 sets forth minimum critena {percentage of
the assets, ligbilities, revenues or expendiiures of the governmentol funds) for the
determingation of major funds. The School District's major fund, as described below, is the
General fund. Non-major funds by category are summarized into o single column.

The governmental funds finonciol stotemenis are reported using the current financial
resources measurement focus and the modiflied accrual basis of accounting. Revenues are
recorded in the accounting period in which they become both available and measurable.
Revenues are available whenreceived within the curment period or within 60 days after year
end. Expenditures are recorded in the accouniing period in which the liability is incured.
The exception to this general rule is principal and inferest on general obligation long-term
debt, if any. is recognized when due,

The focus of the fund financial staiemenis is upon the detemination of financial positicrn ond
changes in financicl posttion {sources, uses, and batances of finoncial resources).

Government resources are allocaied o and accounted forin individual funds based upon
the purposes for which they are 1o be spent and the means by which spending activities are
controlled. The various funds are grouped, in the financial statemenis in this report, injfo
generic tund types and broad fund calegories as foliows:

Governmental Funds

Governmenial funds are those funds through which most school distict funciions
typically are finonced., The ccquisition, use and balances of the School District's
expendable finoncial resources ond the relaied current ligbililies are accounied for
through governmenial funds.

General Fund - The Genergal Fund is used to record the general operations of the Schocl
District pertaining 1o education and those operations not provided for in other funds.
The General Fund is a major fund of the Schoot District.



NOTE 1.

NOTES TO FINANCIAL STATEMENT - CONTINUED

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Basic Financial Siatements — Fund Financial Stafements - Confinued

Governmental Funds - Continued

Special Revenue Funds — Special Revenue Funds are used to account for the proceeds
of specific revenue sources that are restricted 1o expenditures for specified purposes.

Schoot Service Funds — The Schoo! Service Funds are used fo segregate, for
administralive purposes, the transactions of a particulor activity from regular
revenue and expenditure accounts. The School District maintains full control of
these funds. The Scheol Service Funds mainigined by the School District are the
Cafeteric and Athletic Fund.

Debt Service Funds - The Debt Refirement Funds are used to record tax and interest
revenue and the poyment of interest, principol and other expenditures on iong-term
bonded debi, The Debt Service funds maintained by the School District is the General
Cbligation Fund.

Capital Project Funds - The Capilal Project Funds are used o record bond proceeds,
tax revenues, or other revenue, and the disbursement of monies specifically designaied
for acquiring new school sites, buildings. equipment, and for majer remodeling and
repairs. These funds are kept open untll the purpose for which they were created has
been occomplisned, The Capital Project Fund maintained by the School District is the
Sinking Fund. The Sinking Fund was approved by the voters for a period of five years,
fiscal 2003 through 2007 fo levy an amount not to exceed 1 mill on alt property for
constructing, rermodeling and repairing school buildings and developing and improving
sites. For this fund, the School Disirict has compiled with the applicable provision of
§1212 [ 1) of the Revised School Code and the applicable section of the Revised Bulietin
for School District Audiits of Bonded Construction Funds and of Sinking Funds in Michigan.,

Fiduciary Funds

Fiduciary Funds are used to account for assets held by the Schoc! Distriict in a trustee or
ogency capacity for others and therefore are not availoble to support School District
programs. Since these funds cannot be used 1o address aclivities or obligaiions of the
School District, these funds are not incorporated into the governmeni-wide statements.
Fiduciary fund statements are reporied using the economic resources measurement
focus and the accruat basis of accounting. The following ogency fund is presenied in
the Statement of Fiduciary Net Assets;

Student Activilies Agency Fund - The School District presently mainicins o
Student Activilies Agency Fund fo record the fransactions of siudent groups jor
school and schoolrelaled purposes. The funds are segregated and held by the
School District for the students.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, demand deposits and other accounts
that have the general characteristics of demand deposits.



NOITE It

NOTE 2:

NOTE 3:

NQOTES TO FINANCIAL STATEMENT - CONTINUED
SUMMARY QF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

Capital Assets

Capital assels, which include lond, buildings, equipment and vehicles, are reported in the
Statement of Net Assets in the governmeni-wide financial statemenis. Capital assets are
defined by the School District as assels that are purchased or acquired with an originat cost
of $5.000 or more and an estimoted useful life in excess of one year. Such assels are
reported ot historical cost or estimaied histerical cost. Confributed assets are reported at
fair market value as of the date donated. Additions, improvements and other capital outlay
ihat significonlly extend the useful life of an asset, orincrease its capacity or efficiency, are
capitalized. Other costs incurred for repairs and maintenance is expensed as incurred.
Depreciation on all assels is provided on the straight-line basis over the following estimated
useful lives:

Buildings and improvemenits 20-50 years
Furniture and other equipment 5-15 years
Vehicles 7 years

Comparative Data

Compuoralive total dota for the prior year is not included in the Schoot District's financial
staternents.

BUDGETING /COMPLIANCE

The School Disirict is required under Public Act 621 to adopt a budget for the General and
Special Revenue Funds. Annuol budgets are adopted on o basis consisient with generally
accepted accouniing principles and Stale law for these funds, Siate low requires the
School District fo hove its budget in ploce by July 1. Expendiiures in excess of amounts
budgeted are o violation of Michigan low. Siate low permils districts to amend therr
budgets during the year. All annual appropriations lapse ot year end,

The prasentation of budgeiary information is required for the General Fund and all major
Speciol Revenue Funds. {The School District does not have any major Special Revenue
Funds). In the required supplemental information section, the Schoot Disirict's actual and
budgeted expenditures for the General Fund are presented. During the year, the School
District incurred expendttures, which were in excess of appropriaiions tor the General Fund in
the amount of $3,900.

CASH

Cuash Deposits

State statutes and the School District's investment policy authorize the Schoot District to
make deposifs in the occounts of federally insured banks, credit unions, and savings and
loan associations thal hove an office in Michigan; the Scheol District is allowed to investin
U.S. Treasury or Agency obligations, U.S. government repurchase agreements, bankers'
acceptances, commercial paper rofed prime ol the fime of purchase ihat matures not
more than 270 days after the date of purchase. mulual funds, and investment pocis thot are
composed of authorized investment vehicles. The Schoco! District's deposits are in
accordance wilh statutory authority.
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NOTE 3:

NOTE 4:

NCTES TO FINANCIAL STATEMENT - CONTINUED
CASH - CONTINUED

Cash Deposits — Continued

Custodial Credit Risk — Deposits. Custodial credit risk is the risk that in the event of a bank
failure, the School District's deposiis may not be retumned to it The School District dees not
have o deposit policy for custodial credit risk. At year-end, the canying amount of the
School District’s deposits for both governmental activities and fiduciary funds was
$277.83%2 and the bank balance was $291,623. Of the bank batance, $158,735 was covered
by federal depository insurance. The remaining $132.888 was uninsured and uncollateralized.
State stafutes prohibit security in the form of collateral, surety bonds or another form be
taken for the deposit of public funds.

PROPERTY TAXES

Property taxes are levied and become a lien on property as of December 1 on the State
taxable voluation of property in the School District as of the preceding December 31,

Property toxes ore recognized as revenue in the fiscal year they are levied. The Michigon
School Accounting Manual requires property faxes receivable be written olf in the curent
year if not received within 60 days of the end of the previous year, This applies 10 both the
governmeni-wide {full accrual) ond the fund [modified accrudl) financicl statements, There
is no significant departure from the full accrual basis of accounting using this method.

The 2005 State taxable valuation of non-homestead property as of September 29, 2005 tor
Beover slond Community Schocol totaled $72.291.745, on which 1axes levied consisied of
15.7908 mills for operaiing purposes. The fofal taxable valuation of the School District as of
September 29, 2005 was $92,365,743. on which taxes levied consisted of 1.460 mills for delb
retrement and 0.2191 mill for Sinking Fund expenditures. These amounts are recognized in
the respective Generdl, Debt Service and Capital Project funds.

Classification of assessed propetty behveen homestead vs. non-homestead is subject to
change. In addiiion, Michigan Tax Tribunal ond Board of Review changes throughout the
year gffect the tofal taxabie valualion.



NOTE 5:

NOTE é:

NOTES TO FINANCIAL STATEMENT - CONTINUED

CAPITAL ASSETS

Capital assei acfivity tor the School District’s governmental activities was as follows:

Boiance Baolance
July 1, 2005 Additions Disposals June 30, 2004
Assets not being depreciated:
Land ond improvements $ 92228 % - 3 - $ 92,228
Consiruction in progress 31.071 31,071 -
Subtotal 123,299 - 31,07 $2,228
Copital assets being depreciated:

Buildings ond improvements 1,397,779 103,675 - 1,501,454

Vehicles 17,522 - - 17,522

Equipment - - 11,500 11,500
Accumuigied depreciation;

Buildings ond improvements [447,714) [35,978) - [483,494)
Net capilol assels being deprecicted 947,585 79,197 - 1,046,782
Governmenital activities net

capital assets 3 1.090,884 79197 % 31.071 $ 1,139,010
Govermmenial aclivities depreciation expense was chorged os follows:

Unallocaoted T 35978
INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS
The interfund balances within the school disirict are as foliows:
interfond interfund
Receivable Payable

General Fund $ 11.350 3 -

Catfeterio Fund - .

Debt Service Fund - 3210

Cuapital Project - 2,823

Fiduciary Fund - 5317

% 11,330 b 11.350




NOTE é&:

NOTE 7.

NOITE 8.

NOTES TO FINANCIAL STATEMENT - CONTINUED
INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS — CONTINUED

The interfund balances are for other fund expenses paid from the general fund.
interfund transfers consist of the following:

The Genergl Fund made transfers in the amounts of $4.088 io the Cafeteria Fund and
$18.152 to the Athlejic Fund. The General Fund makes fransfers on a yearly basis to support
these funds.

DEFERRED REVENUE

Deferred revenue in the government-wide ond the fund financial stafements consists of
categorical and ofher grant monies received but not vet earmed at vear end. Defemred
revenue in the fund financial statements also consists of monies that cre not considered
both avallable and measuraibte. Delerred revenues for the year ended June 30, 2006 are
comprised of the foliowing:

Grant Unearned Unavagilable

Summer Schoo $ 2,000 3 -

SHORT-TERM DEBT — STATE AID NOTES

The Schootissues Tax Aniicipation notes in advance of property tax receipls, depositing the
proceeds in the General Fund, This nole was necessary because property tax payments
were not received before December of the school year,

Short-term debt activity for the vear ended June 30, 2004, excluding interest expense of
$5,457 was as follows;

Beginning Ending
Balance tssued Redeemed Balance

Tax Anficipation Note $ - $ 325000 $ 325,000 $ -




NOTES TO FINANCIAL STATEMENT - CONTINUED

NOTE9: LONG-TERM DEBT

The foliowing is @ summary of the School District’s governmental activities long-term debt
transactions for the year ended June 30, 2004:

Amount
Beginning Ending Due Within
Balance Additions Reductions Balance OmeYear
Bonds and notes pavanle;
General obligation debt $23%000 % = $§ 126000 0§ 13B000C F 0 135000
Other licbities:
Land confract nole 35,460 - 17,730 17,730 17,730
Eorly refrement incentives 25932 3 17.966 17,966 V7,966
Toral govemmenial activities
long-lerm tabiiiiss $ 326392 % - I 1554% 3 170496 §F 17049

Long-term debt poyable at June 30, 2006, 8 comprised of the following indivicua!
instruments:

1992 School Building and Site Bonds due in annual
instaliments of $133,000 through May 7, 2007;

interest at 5.65% $ 135,000
2005 land confract due in annuol installiments of

$17.730 through January 15, 2007; interest ot 0% 17,730
Refrement agreements due in onnual insialiments

of $17.964 through June 2007 17,964
Total governmenial activities general obligotion debt k) 70,698

The annual reguirements 1o amoriize all governmental bond obligations are as follows:

Year Ending June 30, Principal Interast Total

2007 $ 135000 % 8232 § 143232

Bond payments, including interest, are made from the Debt Service Fund. There are
imitaiions and restrictions contained in the bond indenture. The District isin complionce wiih
all significant imitalions and resiriciions.



NOTES TO FINANCIAL STATEMENT - CONTINUED
NOTE 10: DEFINED BENEFIT PENSION PLAN AND POST EMPLOYMENT BENEFITS

The Beaver isliand Community Schoo! contributes {o the Michigon Public School Employees
Retirement Sysiem {MPSERS). o cost sharing, multiple emplovyers, state wide public empioyee
refirement plan governed by the Siate of Michigan ond created in 1915, MPSERS was
established by the State of Michigan for purposes of providing retirement, survivor and
disability benefits fo the Siote’s public school employvees. MPSERS now cperaies under the
provisicns of Public Act 300 of 1980. as amended. MPSERS issues a publicly available
financial report that includes financial statements and reguired suppiemeniary information
for MPSERS. That report may be obloined by writing 1o Michigan Public School Employees
Retirement System. 7150 Harris Drive, P.O. Box 30024, Lansing. Ml 48909-7524 or by calling
[517} 322-6278.

Prior to January 1, 1990, MPSERS provided a choice of two retitement pians, the Basic Pian,
which reqguired no employee contribution and the Member Investment Plan [MIP). For
members hired on January 1, 1990 or after, membership in MIP is mandaiory, MIP members
are required fo coniribute 3 10 4.3 percent of their annual covered salary and Beaver Isiand
Community Schoolis required to cantribuie ot an actuarially determined rate. The curent
rate is 16.34% of annual covered payroll, of which approximately 6.55% 1s for other post
emptoyment benefits {see below). The confribution requirements of plan members and
Beaver sland Community School are established ond may e amended by the MPSERS
Board.

The School District's confribution 1o MPSERS for the years ending June 30, 2004, 2005 and 2004
were $119,812, $105,995 and 388,747 respectively, equal to the required coniributions for
each yedar,

Other past employment benefits

Also under the MPSERS Act, all retirees have the option of confinuing hecalth, dental and
vision coveroge which are funded on a cosh disbursement basis. Relirees having these
coverages contribute an amount approximately equivalent to the monthily cost for Part B
Medicare and 10% of the monthly premium amount for health, dental and vision coverages,

The number of plan padicipants and other retevant financiol informaiion consisted of the
following atf Sepfemizer 30, 2005, the dole of the katest actugrial valuation,

Eigibte refired pariicipants 151,706
Participanis receiving benefits:
Health 115.071
Dental/Vision 122,291
Expenses for the year $76),695,958
Payroll contribution rate 6.55%



NOTE 1T

NCOTE 12:

NOTES 7O FINANCIAL STATEMENT - CONTINUED
RESERVES AND DESIGNATIONS OF FUND BALANCES
Magjor Governmentfal Funds

General Fund — The General Fund's reserved fund balance includes cmounts tor prepaid
SXPEnses.

Nonmajor Governmentadl Funds

Capital Project Fund — The Capital Project Fung has a reserved {und balance for the
acguisition and/or construction of major capital assets.

Delbt Service Fund - The Debt Service Fund's reserved fund balonce represents resources
legally restricted for the payment of principal ond interest amounts maoturing in future years.

RISK MANAGEMENT

The School District caries commercial insurance for risks of loss, including property and
employee health insurance. Sefiled claims resulting from these risks have not exceeded
commercial insurance coverage in any of the past three fiscal years.

The School District olso belongs to the SEG Self-insured Workers' Disabillly Compensation
Fund, a public entify risk poot currently operaiing as o common risk management and
workers' compensafioninsurance program for various school districts throughout the state.
The School District poys an annuol premium for its workers’ compensation insurance
coverage. The poot is self-sustaining through member premiums and reinsures through
commercial companies for claims in excess of $300,000 for each insured event. Although
the School District could be assessed chorges beyond the annual premium, the likelihood of
receiving such an assessment s minimal.
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REQUIRED SUPPLEMENTAL INFORMATION



Revanues
Local sources
State sources
Federal sources
Interdistrict ond other sources

Total revenues

Expenditures
Current:
Instruction:
Basic programs
Added needs
Support services:
Pupil
General administration
School administration
Business services
Operation ond maintenance
Other support services
Community services
Capital outlay
Intergovernmenial payments

Toial expenditures

Excess (deficiency) of
revenuas over expenditures

Other financing sources (uses)
Operating fransfers out

Net change in fund balance
Fund balance - beginning of year

Fund batance - end of year

BEAVER ISLAND COMMUNITY SCHOOL
Required Supplementary Information
Budgetary Comparison Schedule

General Fund

Year Ended June 30, 2006

Variance with

Criginal Finat Final Budget
Budgel Budget Actuat Over/{Under}
b 1128032 % 1,151,009 3 1,155,525 4,516
160,794 139,325 143,051 3,726
25,106 25,106 22.819 [2,287)
160,441 171,712 171,495 (217)
1,474,373 1,487,152 t,492,8%0 5738
248,406 698,402 740,125 41,723
9,046 118,991 118,552 {437}
1,200 96,156 ©5.947 (209)
15,500 19,150 14,140 (5.010)
228,871 259,807 241,488 (18,313}
11,000 39,250 28,998 [10,252)
165,500 221,103 210,845 (10.258)
32,200 53,455 55,403 1,248
30 - {30}
- - 11,500 11,500
1,411,723 1,506,338 1,516,998 10,660
62,650 (19,188) [24,108) [4,922)
{56,338) {29,000} {22.240) {6,750)
6,314 {48,186} {46,348 1,838
173.729 165,916 165,916 -
3 180.043 % 117,730 3 119,568 1,838

See accompanying notes 1o the bosic financiol staternents, 20



QOTHER SUPPLEMENTAL INFORMATION



BEAVER ISLAND CCMMUNITY SCHOOL
Other Supplemental Information
Combining Balance Sheet
Nonmajor Governmental Funds
June 30, 20046

Special Revenue Debt Service
Funds Fund
General Copiial
Caileleria Athletic Obligation  Project Fund Telal
Assets
Cash $ 198 % - i) 7,464 $ 8.485 $ 16147
Due from other governmentol units 157 - 4 - 161
Total assets $ 355 $ - 3 7,468 $ 8,485 $ 146308
Liabilities and Fund Balance
Liabilifies:
Accounts payable 3 148 ¥ - $ - 1Y - 168
Due to other funds - - 3,210 2,823 6,033
Total iabilities 168 - 3,210 2.823 6,201
Fund Balonces:
Reserved for debt service - - 4,258 - 4,258
Reserved for capital improvemeants - - - 5.662 2,662
Unreserved,

Undesignated 187 - - - 187
Totat fund bolances 187 - 4,258 5,662 10,107
Total liokilities and fund

balances $ 3585 $ - 3 7.468 % 8,485 $ 16,308
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BEAVER [SLAND COMMUNITY SCHOOL
Other Suppiemental Information
Combining Statement of Revenues, Expenditures and Changes in fund Balances
Nonmajor Governmenial Funds
Year Ended June 30, 2004

Special Revenue Debt Service
Funds Fund
General Capital
Cafeterio Athlelic QObligotion  Project Fund Total
Revenues
Local sources $ 4,194 3 6,500 $ 135547 $ 85356 231,597
State sources 1,196 - - - 1,196
Federal sources 13.095 - - - 13.095
Totol revenues 18,485 6,500 135,547 85,354 245,888
Expenditures
Current:
Athlehe - 24,652 - - 24,652
Food service ' 24,227 - - - 24,221
Debt service:
Principal - - 120,000 17,730 137,730
Inierest - - 15,495 1,13% 14,634
Other - - 1,013 1.013
Copital outiay - - - 72,6014 72.604
Total expendiures 24221 24,652 136,508 91,473 276,854
Excess (deficiency) of
revenues over expenditures (5,736 {18,152) [261) 16.117) (30,946)
Other financing sources (uses)
Land contract - - - - -
Operating fransfers in 4,088 18,152 22.240
Toial other finoncing
sources {uses) 4,088 18,152 - - 22,240
Net change in fund balances [1,648] - {261) (6,117} (8.726)
Fund balances - beginning of year 1,835 - 5219 11.779 18,833
Fund balances - end of vear 3 187 % - $ 4,258 $ 5,662 10,107
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Youth Caonsortium
Isionder Booster Club
Board Account
Guliahormn Scholorship
5th/éth Grode
7ih/8th Grade

Junior Class
Lockwood Memoriol
SADD

Student Council
Schookyard Garden Fund

Tolal

BEAVER ISLAND COMMUNITY SCHOOL
Other Supplemental Information
Statement of Recelpts and Disbursements
Fiduclary Fund
Year Ended june 30, 2006

Balance 2005-2006 Balonce
June 30, 2005 Receipts Disbursements June 30, 2006
$ 3.697 $ 12916 $ 4,645 $ 11,968

6,257 11,534 13,509 4,282
[1.216) 183 30 (1.063)
6,650 - 2,200 4,450
4,228 3,723 4,746 3.205
{1,624) 11,220 13,095 {3.499)
5172 1,682 1,923 4,931
940 - - 240
475 - 247 228
925 305 Bdé 364
600 - - 400
$ 26,104 $ 41,563 $ 41,261 % 26,406
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1992 School Bullding
and Site Bonds

Call provision:

BEAVER ISLAND COMMUNITY SCHOOL
Other Supplementatl Information
Schedule of Bonded Indebtedness
June 30, 2006

Total
Date of Quistanding Total
Date of Ameunt Interest Maturity at Inferest
Note of Note Rate May 7 June 30,2005 Pavable
?I11/92 $ S00.000 5.65-6.10% 2007 $ 135,000 $ 8,232
$ 135,000 3 8,232

All bonds are now subject to redemption at the oplion of
the School, in such crder as defermined by the School on

ony interest payment date, at par and accrued interest fo the

date fixed for redemption.
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INTERNAL CONTROL, COMPLIANCE AND OTHER MATIERS



September 21, 2006

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Superintendent and Board of Educaiion
Beaver islond Community Schoo!
Beaver sland, Michigan

We hove audited the generd purpose financial statements of the govemmental activities, each major fund
and the aggregate remaining fund information of Beaver Island Community School as of and for the year
ended June 30, 2006 which coliectively comprise Beaver Island Community School's basic financial
statements and have issued our report thereon dated September 21, 20046. We conducied our audit in
cccordance with auditing standards generally acceptedin the United States of America and the standardgs
opplicable fo financial audits contained in Governmen! Audiling Stondards, issued by the Comptroller
General of the United States.

Internal Control Cver Financial Reporiing )

In planning and performing our audit, we considered Beaver lsloand Community Schoal's infernal contrel
over financiat reporfing in order fo determine our auditing procedures for the purpose of expressing our
opinions on the financial statements and not to provide an opinion on the internal control over financial
reporiing. Our cornsiderafion of the infernal contrel over financidl reporting would nof necessorily disclose all
matters in the internal contral over financial repording that might be material weaknesses. A material
wegakness is o reportable condition in which the design or operation of one or more of the internal contro!
components does not reduce 1o arelatively low level the risk that misstatements caused by error or fraud
in omounts that would be materiol in relation to the financial statements being cudited may occur and not
be defecied within o timely period by employees in the normal course of performing their assigned
functions. We noled no matiers involving the internal conirol over financial reporting and ifs operation that
we consider to be material weaknesses,

Complicnce and other matiers

As part of obtaining reasonable assurance about whether Beaver island Community School's financial
siotements are free of motenal misstatement, we perdormed tests of its compliance with certain provisions of
laws, regulations, confracts and grant agreements, noncompliance with which could have ¢ direct and
materal effect on the determination of financiat statement amounts, However, providing an opinion on
complicnce with those provisions was not an objective of our audit, and accordingly, we do not express
such an opinion. The results of our fests disclosed no insiongces of noncompliance or other matters ihat are
required 1o be reported under Government Auditing Stondards.

This report is infended solely for the information and use of the manogement ond Board of Educaolion and
is not intended to be and should not be used by anyone other than these specitied paorties,

Ll oo« Lo

CERTIFIED PUBLIC ACCOUNTANTS
Petoskey, Michigon
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NO MANAGEMENT LETTER WAS ISSUED TO THE BEAVER ISLAND COMMUNITY
SCHOOL FOR THE YEAR ENDED JUNE 30, 2006.



NO DATA COLLECTION FORM 1S REQUIRED TO BE ISSUED TO THE BEAVER
ISLAND COMMUNITY SCHOOL FOR THE YEAR ENDED JUNE 30, 2008.



